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he fa·rm Problem--· 
Return to a Free Market ? 
"Why doesn't the government quit trying to support farm prices and try 
a free market for awhile?" This article, based on the research of sev-
eral Iowa State economists, provides some clues on the possible effects. 
by Leon E. Thompson 
W E LOOKED at the possibilities for increasing 
the demand for farm products and at the over-
all background of the problem in the first two articles 
in this series. In another article, we'll give some of 
the problems involved in controlling farm output a 
going over. Right now, let's look at yet another fre-
quently suggested approach - a free market for 
farmers. 
Our purpose in these articles is an attempt to 
answer current questions about these different ap-
proaches to the farm problem and to provide what 
information we can on the approaches that are being 
discussed and proposed. What about the free market 
approach? 
"Why doesn't the government quit trying 
to support farm .P.£ices? Why not try ~ 
free market for awhile?" 
As farm surpluses grow, more and more people are 
asking questions like this. A typical statement sup-
porting the free market idea runs about like this: 
"Give farmers the freedom to produce all they want 
and sell it on the open market. It might be tough for 
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awhile. But, after awhile, the poorer farmers would 
leave farming, and the more efficient farmers would 
probably be better off in the long run." 
One of the difficulties in trying to evaluate the ef-
fects of a free market is that little research has been 
done in this area until recently. But research spon-
sored by the Center for Agricultural and Economic 
Adjustment at Iowa State has begun to fill in some 
of the gaps in our knowledge about the possible ef-
fects of a free market for agriculture. As research 
was completed, it has been reported in low;\ FARM 
ScrnNcE. Recent additional research allows a look 
at possible future effects of a free market for agri-
culture, as well as the effects if we had had a free 
market in the past. 
According to these studies, the answer in both 
cases would mean sharply lower prices for grain and 
livestock. But before accepting this answer, you 
may want to look at the conditions of these studies. 
The Past ... 
A five-man team of Iowa State economists-Geof-
frey Shepherd, Francis Kutish, Don Kaldor, Richard 
Heifner and Arnold Paulsen-dealt with the 1952-58 
period in three s<teps: 
( 1) How much would livestock production have 
increased if the corn and feed grains that went into 
storage during the period had been fed to livestock? 
( 2) How much would livestock prices have had to 
drop to induce consumers to buy and eat up the extra 
meat, milk and eggs? 
( 3) What would have happened to farm income 
because of lower livestock prices? 
The economists also estimated the effects if wheat 
hadn't been stored during the period and had been 
added to the feed-grain supply instead. 
Each year from 1952 to 1958, from 4 to 10 million 
tons of feed grains were added to carryover. These 
amounts-averaging 6.3 percent of total annual con-
sumption by livestock-went into storage rather than 
being fed to livestock. 
What if this extra 6.3 percent had been fed to live-
stock? And what about the wheat that went into 
storage? If the wheat stored in the 1952-58 period 
had gone into livestock instead, the total extra grain 
-feed grain plus wheat-would have averaged 10.3 
percent of the total annual consumption by live-
stock. 
Even at sharply lower prices, people eat very little 
extra bread. And, since other wheat-producing coun-
tries would have been forced to meet our price cut, 
a lower wheat price wouldn't have led to any sizable 
increase in exports. This leaves livestock to have 
absorbed the extra wheat. 
Production of some kinds of livestock is more eas-
ily expanded than others. And feed grains make up 
a higher proportion of the total ration of some kinds 
of livestock than others. The research team allo-
cated the extra feed supplies among the different 
kinds of livestock accordingly. 
They estimated that 60 percent of the additional 
feed grains and wheat would have been fed to hogs, 
15 percent to beef cattle, 1 percent to sheep, 14 per-
cent to poultry for meat, 5 percent to poultry for 
eggs and 5 percent for dairy production. The effects 
on livestock prices of feeding 6.3 and 10.3 percent 
more feed grain are shown in table 1. 
To bring about the extra livestock feeding at 
lower livestock prices, feed-grain prices would have 
had to be about 2 5 percent lower than they actually 
were, the economists found. Corn prices would have 
averaged 97 cents a bushel rather than $1.32. Wheat 
prices would have dropped to a level about 10 per-
cent higher than feed grains in general - or from 
$1.98 to about $1.11 a bushel. 
Considering income from both livestock and feed 
TABLE I. Projected U. S. average farm prices, actual and as esti-
mated with greater feed consumption, 1952-58. 
Farm product 
Actual 
average 
prices 
Beef ca ttle, cwt . ........... ........... $18.03 
Hogs, cwt ................................... 18.23 
Sheep, cwt. ................. 6.78 
Fluid milk, cwt. ..... 4.73 
Chicke ns, lb .............................. 17.6¢ 
Eggs, doz ..................................... 39.7 
Estimated average prices with 
6.3% more 10.3% more 
grain fed grain fed 
$17.1 5 $16.59 
14.77 12.58 
6.55 6.40 
4.64 4.56 
15.2¢ 13.7¢ 
34.6 31.2 
grains, the economists estimated that net farm in-
come would have dropped about 34 percent from 
what it was in the 1952-58 period. Actual receipts 
would have declined about 10.6 percent. But costs 
would have remained nearly steady-leaving net in-
come to absorb all of the change in gross income. 
Thus, a 10.6-percent drop in gross income would 
have been reflected as about a 34-percent drop in 
net farm income. 
What about the feed grains and wheat now in 
storage? Presumably they'll be used sometime. If 
these stocks do go on the market eventually, they'll 
exert about as much depressing effect on prices as 
storage raised them in the first place. Storage may 
only have postponed the downward pressure. 
The Future ... 
How about the research on the effects of a free 
market in 1the years ahead? Three of the same econ-
omists-Paulsen, Kaldor and Shepherd-completed 
a study of these effects last fall. 
With average weather and certain other assump-
tions, the economist found that no controls and no 
supports would lead to 1962-63 average prices of 
$10.80 for hogs, $11.51 for cattle, 66 cents for corn 
and 7 4 cents for wheat. These figures are based on 
continued increase in yields per acre, high levels of 
grain feeding per animal unit and a substantial in-
crease in beef slaughter. 
These are projections- not predictions-tlie econ-
omists warn, and are based on a number of assump-
tions. They assumed average weather, no crop con-
trols, a rise in national population of 2. 7-2 .8 million 
per year plus generally good times in the nonfarm 
economy with rising personal incomes. 
As for farm policy, the economists assumed that 
price supports for feed grains and cotton would end 
with the 1959 crop; dairy supports in January 1960; 
acreage allotments and price supports for wheat with 
the 1960 crop; with only the tobacco allotment and 
support program continuing. 
Present stocks of feed grains, wheat and cotton 
wouldn't be reduced in this period, and exports of 
farm commodities wouldn't be subsidized. About 5 
million more acres would go into conservation re-
serve during 1960 for a total of 2 8 million acres. No 
new contracts would be signed thereafter. 
The economists also had to assume certain actions 
in the feed-livestock area. For example: Crop acre-
age would remain at about the 19 59 level, except for 
the reduction of additional conservation reserve 
acres in 1960 and the later addition to crop acres as 
old contracts expired. The trend to continuous corn 
would continue. And yield increases generally were 
based on the average increase in yield per planted 
acre from 1940 to 1958. 
Crop production was projected for the immediate 
years ahead, then converted into meat, cotton, poul-
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try and dairy products. For a marketing year, fig-
ured from Oct. 1 to Oct. 1, the projected marketings 
and prices for hogs came out as shown in table 2. 
The projected marketings and prices for cattle are 
shown in table 3. 
The economists also included milk in their projec-
tions since milk-cow numbers and milk production 
could be expected to increase as hog and cattle prices 
fell. By the 1962-63 marketing year, they estimated 
milk might bring a price of $2.67 a hundredweight. 
Egg prices, sensitive to levels of beef and pork con-
sumption, were projected at 28 cents per dozen in 
1962-63 compared with 31 3/i in 1958-59. Corn, 
wheat and cotton prices for the marketing years 
were projected as shown in table 4. 
The projections for the 1960, 1961 and 1962 crop 
years indicated a slight reduction in planted acreage 
of the four feed grains-corn, oats, barley and grain 
sorghum. Soybean acreage, under free market con-
ditions, would increase. 
The major impact on livestock prices, according to 
the economists' projections, would follow the move-
ment of wheat into livestock feed in 1961 and 1962 
and the increase in beef slaughter from the buildup 
of cattle numbers presently underway. 
The Iowa State economists assumed that agricul-
tural production wouldn't be much affected by the 
relatively low prices projected. Everyone might not 
agree with this assumption. But the economists be-
lieved that prices would have to be low for several 
years before any changes in individual farm organi-
zation and operation and in farm size and other fea-
tures would be sufficient to lead to a reduction in 
output. And there's also the possibility that farms 
might be reorganized into more efficient and more 
productive units. 
It's difficult to predict the possible changes and 
their effects on farm production in the long run. 
This is the main reason the economists didn't extend 
their projections beyond 1963. 
"So farmers wouldn't ha~~ it so good f,9£ 
awhile und~ .@: free mar~etf There are 
TABLE 2. Projected marketings and prices for hogs. 
1958-59 1959- 1960- 1961- 1962-
actual 1960 1961 1962 1963 
Marketings, billion lbs. ............ 18.5 20. 1 19.4 20.1 21 .0 
Prices, $ 
··--······-········-··-·········-········· 
15.70 13.50 14.20 12.80 11.0 
TABLE 3. Projected marketings and prices for cattle. 
1958-59 1959- 1960- 1961- 1962-
actual 1960 1961 1962 1963 
Ma rketi ngs, billion lbs. .... ...... 24 .7 25.95 27.3 32.5 35.4 
Prices 1 $ 
-········································· 23.00 22.00 20.90 IS.SO 12.00 
TABLE 4. Projected prices for corn, wheat and cotton. 
1958-59 1959- 1960- 1961- 1962-
actual 1960 1961 1962 1963 
Corn, $ 
·········································--· 
1.1 3 1.06 0.79 0.77 0.66 
Wheat, $ 
·························-·-············ 
1.72 1.71 1.67 0.90 0.74 
Cotton, $ 
························--
0.35 0.31 0.21 0.21 0.21 
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~ cons~ than farmers, anyway . 
Wouldn't c onsumers benefit from cheaper 
f ood?" 
This is another area where relatively little re-
search has been done. But the research that is avail-
able indicates that consumers wouldn't gain nearly 
as much as farmers would lose. 
One study by Economists Gene Futrell and Arnold 
Paulsen at Iowa State looked into the possible effects 
that price reductions of livestock on the hoof would 
have on the consumer's food bill. 
Briefly stated, their conclusions were: 
1- If pay to handlers, processors and distributors 
(marketing margins) remained the same in cents per 
pound as at 19 5 8 levels, the typical urban family 
food bill for beef, pork, chicken, eggs and milk 
would drop by perhaps 6 percent by 1962 under 
their projections of increased livestock production 
and lower livestock prices. 
2- If, however, marketing margins continued to 
rise at about the same rate as they have during the 
past 10 years, the typical family food bill would be 
down by less than 3 percent from the 19 5 8 level by 
1962 . 
But meanwhile, the net income of typical corn-hog 
farms would have been about cut in half under the 
projections thM would give the family food bill re-
ductions just mentioned. Both economists emphasize 
that their figures are not predictions. They are pro-
jections intended to illustrate the probable relative 
effects of increased livestock production and lower 
on-the-hoof prices on family food bills. 
Taken altogether, this recent research indicates 
that farm product prices would move lower in it.he 
short run under conditions of a free market-more 
sharply than reductions in the family food bill. 
What about the long run? Would the drop in farm 
product prices cause a sizable number of farmers to 
leave agriculture? And would their leaving mean a 
drop in total farm production and bring the supply 
and demand for farm products into reasonable bal-
ance? Or, would those who remain operate the aban-
doned acres and maintain total production? 
To get close to the answers of these questions, re-
search would have to probe deeper, not only into the 
economic consequences, but also into the social, cul-
tural and political consequences of a free market for 
agriculture. 
There's general agreement that the main cause of 
present agricultural surpluses is in the extra amount 
of resources used in farm production. Some yet un-
answered questions are: How can enough resources 
be taken out of agriculture to bring supply and de-
mand into reasonable balance? And what is the cost 
to society of having too many people in agriculture? 
